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CHAPTER I 


ESTsaBLISHLT iG THE PERYORMaANCE BUDGET 
~- IN THE NAVAL ESTASLISH-ENT 
Congressional action. Fublic Law 162, Eightieth Congress, approved 


7, 1947 established tae Commission on Organization of the Executive 







ranch of the Government under the direction of Herbert Hoover, chair- 


of the principal problems of the government and management. One of these 
problems was the need for reform in the method of budgeting. 
° 


Task forces composed of souwe of the most qualified men in each 


field of endeavor were assigned to report and propose a solution to these 


® In tne Comnission's report to Congress under the section titled, 

‘he Buiget", the first recommendation was that the whole budgetary con- 

1% of the Federal Government should be rerashioned by the adoption of 
budget based upon functions, activities, and projects. This concept 

£ budgeting they called "performance budgeting". 

The Congress aecepted this recommendation of the "Hoover Com- 

fission" in tnis respect and through Section li, &. L. 216, Slst. Con- 
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ress, August 10, 1949, it amenied the Nationel Security act of 1947 
by incorporating under TITLE IV “Promotion of Econouy and BEfi ciency 
through Establishment of Uniform Budgetary and Fiseol Procedures and 
Zanization"; section 403 - Perforuence Budget. 


(a) The budget estimates of the Department of Defense shall be 
prepared, presented, and justified, where practicable, and authorized 
programs shell be administered, in such fora and inunner as the Sec- 
retary of Defense, subject to the authority and direction of the 
rresident, may determine, so as to account for, and report, the cost 
of performance of readily identifiable functional programs and 
activities, with segregation of operating and capital programs. So 
far as practicable, the budget estimates and authorized prosrams of 
the military departments shall ve set forth in readiiy comparable 
form and shall follow a uniform pattern. 

(b) In order to expedite the conversion from present budget and 
accounting methods to the cost-of-perforiiance method prescribed in 
this title, the Secretary of each military department, with the 
approval of the President and the Secretary of Defense, is authorized 
and directed, until the end of the second year following the date of 
enactuent of this Act, to make such transfers and adjustuents within 
the military department of which he is the head between appropriations 
available for obligation by such deyartmwent in such manner as he deems 
necessary to cause the obligation and administration of funds and the 
reports of expenditures to reflect the cost of perforwance of such 
programs and activities. Reports of trunsfers and adjustuents made 
pursuant to the authority of the subsection shall be made currently 
by the Secretary of Defense to the Fresident and che Congress. 


Although the Congress had not pussed a law establisning the sys- 
of performance budgeting in the federal government prior to 1949, it 
oes not follow that the Congress was without opinion on the subject. On 
he coutrary, as far back as January of 1946 the members of the subco.mittee 
n Naval Appro,riations requested that the Secretary of the Navy take steps 
fo submit a revised budget which would clarify manugement and fiscal re- 
ponsibility in the Department of the Ilavy. 


AS a resuit of the recoimmendations of this coumittee on appro- 


dsee, tL Pook. 216y Slst. Congress 
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iations, the Navy set out to correct defects existent in the old appro- 
ations structure. The most apparent defects in the old structure (i.e. 
* Fiscal year 1947) were: 


1. The cost of every primary Navy function was charged to nuuer~ 
ous appropriations. 
(a) Contributing appropriatious cut across functional und or- 
ganizational lines. 
(bd) Appropriations overlapped. 
2. Fiscel responsibility was diffused because; 
(a) Activities were financed from diverse sources. 
(b) Activities had many fiscal siesters. 
= (c) As a result, fiscal management "was divoreed frou" manage- 
ment respousibility. 
3. Internal management was difficult because: 
(a) Bureaus were involved in the fiseal affairs of nwerous 
activities over which they did not have managenent control. 
kh. Effective budget presentation was difficult because: 
(a) Fiscal requirements for each primary function were pre- 
sented in "piecemeal" fashion. 
(b) Contributing appropriations were justified by bureaus 
which did not have principal management responsibility. 
(ce) Contributing appropriations emphasized the "meens" rather 
than the "end", 
(ad) As a result, it was impossible to present clear and cgn- 
cise estimates to Congress and the Bureau of the Budget. 


These defects were reetified to some limited degree through the 
‘eduction of the number of appropriations from 61 to 48 between 1946 and 
950. 

With the introduction of Ferforunce Budgeting the Navy's vudget 
mor fiseal year 1951 contained 21 appropriations. In fiseal year 1954 
he Navy showed 22 main appropriations. 

Wavy Action. In March of 1949 during the house heering on the 
tional Militery Establishwent Appropriation Bill for 1950, sdmiral 
lerbert tlopwood, Director of Budgets «nd Reports, Department of the Navy, 


20. L. Kelchner - "The Development of 4 Performance Budget for the 
ePartinent of the Navy" - May 1950, rp. 47-48 (Unpublished Thesis) 
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bated his views on the Hoover Commissiuvn reco:taendation for a performance 
iget. He stated that the Kavy already hed a budgeting and accounting 
stem established similar to that recomnended by tne Hoover Commission 

n February, 1949. Admiral Hopwood told the Comittee tnat the Navy's 
fforts for 1951 would be directed to comply with a directive from tne 
director of the Bureau of the Budget sent to the Secretary of Defense 
tating that in 1951 he wanted the Army and Navy appropriation structure 
[oO be revised in line with the budget recommended by the Hoover Comission. 
In November of 1953, the Secretary of the Navy, before trepared- 
less Subcommittee #3 for the Implementation of TITLE IV of the National 
Security act Ajendients of 1949, Senate aruwed Services Comuittee stated 
ne progress made by the navy with respect to the impleuentation of 

mrLE IV. 

The Secretary said that: 

TITLE IV requires the adoption of a program or perforuance budget 
which focuses attention upon programs: (1) objectives to be attained; 
(2) cost; (3) accomplishwent. It also requires the segregation of 
operating and capital prograws. Fortu:ately, tne Navy nas long been 
SO organized as to facilitate the identification of functional pro- 
grams. The annual objectives for each program are defined in the Basic 
Naval Establishment Plan, which is revised during the year as planning 
progresses. Thus, functional programs in the Navy are given reality 
and meaning by identification with responsible organizations, stated 
Missions, and specific objectives. 
secretary Anderson stated that in order to properly implement the 

rformmance budget structure it was necessary to revise coupletely the 
ippropriation and fund accounting system of the Department of the Vavy. 
© said that this has be:n accomplished ‘n a manner which permits the 


} 
iecuuumlation of costs consistent with the budget structure. : 





3Statement of the Secretary of the wavy before FPrepurediess Sub- 
Foul it tee #3 for the Impienentation of TITLE IV of the Nationcl Security 
fet Almeudments of 1949 - Senate Araed Services Comittee, Pp. o-7 
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From the statements of Secretary of the Navy, Andersoi., and sduiral 
lod it appears as though the Navy Department has in its opinion pro- 
od rapidly along the lines set forth by the Congress in Section 403 


Whether the Navy has or has not progressed along the desired lines 


and the Navy Department interpret to be the meaning of rerformwance 


ing and the principles that have evolved as being comnonly accept- 





to both as a basis for proper presentation of a perforiuunce budget. 
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CHarPTER IT 


- WHAT IS rbRFORUVANCE BUDGETI:.G 

This chapter puts forth various definitions of a performance bud- 
st by the Departuent of the Navy, Congress, the Treasury Department and 
sivate persons involving themselves with governmental budgeting. 


From these definitions, it will be shown, has evolved a set of 








sommonly acceptable principles applied in developing the system of rer- 
Pormance Budgeting which will consolidate all costs under a given program 
So that instead of 4 mass of unrelated data, all who are involved with 
the Federal Budget will clearly understand wnat the tax money is doing 
the U. S. In the case of the Navy Department we nope to establish a 
Meere picture of what is being bought in terms of National Security. 


Definitions of rerforinance Budget. Tne Secretary of the Navy: 
Toe performance or prograin budget focuses attention upon progres: 
(1) Objectives to be attained 
(2) Cost 

(3) Accomplishment 

It also requires the segreration of operating and capital prograiis. é 


wf. Robert L. L. MeCormick: 


The new Buuget will present two plans: tne financial plan, in 
tables of figures ond the program pian in narrative style, with the 
two related through performance data. 


Treasury Devartment: 


Before the acoption of the Ferformance Budget Federal agencies 


eee eee eee ee 





+ statement of Secretary of the Navy ope cit., F.. On7 


eNewsletter by Robert L. L. iicCormick, Director of Research, s.eu- 
er of Citizens Coilinittee for the Hoover Report F. 2 
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presented reyuests for appropriations in terws of certain stundard- 

ized “objects of expe:iditures" each of which represented a particular 

type of service or material to be paid for. The "object" classifica- 

tion was often very useful in analysis but as & basis for ,»resenta- 

tion of the budget, it had serious limitations. The object scheaule 

of budgeting did not adequately reveal to reviewing authorities what 

"as being dove ana what would be done if they approved tne budget. 

The performance budget reduces the object schedule to a supporting 

role and puts primary emphasis wnere it belongs - on the programs for 
which the Bureau is requesting woney. The verforuance budget is based 
on bureau activities, that is upon the things tne bureau proposes to do. 7 


Committee on Armed Services, House of Representutives -- The re- 












port of the Committee covered those items which later becaise known as 
‘Tis LV of the "National Security act Auendments of 1949". In explaining 
the provisions of Secticn 403, the Committee reported as follows: 


---thut the budget estimates of the National Military Establish- 
ment be for.nulated, presented, and justified, and authorized programs 
aduwinistered, in & manner that clearly reflects the cost of perfor- 
ance of functions and activities that can be identified readily as 
Seli-contained integrated operations. .. .The subsection requires 
that operating and capital costs be separated. . . .Subsection (a) is 
intended to eliminate. . .difficulties by financing each identificble 
oro ject or budget program froii a single source, thus clearly fixing 
management respousibility, simplifying reporting, and permitting 
departinental management and the Congres. to wove easily to deteruine 
costs and to evaluate progress and accomplishments. Its effect is 
to make the oudget structure parallel the manageient structure. Thus 
the cost of performance of functions and activities will be reflected 
clearly. 


Principles. From these definitions of a rerformance Budget there 
iid evolve a pattern by which tne Naval Establisninent could set up a 
system through which they might carry out their responsibilities as set 
forth under TITLE IV of the National Security Act of 1947 as simended. 

The Committee on Armed Services, House of Representatives stuted 


the following principles: 


3perfor.uance reporting - U.S. Treasury Departient, siuy 1950 F. 2 


fos. Congress, House, Committee on arsed Services, Sist. Congress, 
ist. session, Report #106 on Reorgenizing Fiscal anagement in the 
Betional Military Establishwent (Washington, D. C.: U.S. Government 


Pinting Office, 1949) Fy. 3-4. 
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Basic Principles. The underlying principies of tne perfor‘ance 
budget contemplates: 

(a) that all costs relating to a logical and identifiable program 
be inciuded as a project or a oudget program for presentation and 
justification by the vepartient concerned to the Bureau of the 
Budget, the Fresident, and the Congress, und for administration 
and reporting after the appropriation of monies; 
(b) that there be a logical and, so far as practicsl, uniform 
grouping of projects or oudget programs by the primary functions 
of the military departments, with this grouping parallelling so 

. far as possible, tne organization and management structure; 
(c) that there be a segregation between capital and current 

- operating categories. i 


Problems Involved in Developing a rerformance Budget. In order 
















to impiement TITLE IV, the Navy was forced to recognize the problem with 
which it wes confronted, to develop a base frouw which it could develop 
gical progrems, and to develop a system of costs which would in fact 
elate costs to the objectives that woulu be obtained witn the budget 
llar. 

In 1950 the problem that was causing most concern was that of a 
jefective appropriation structure. Even with improvements made in the 
ppropriation structure which reduced the number of appropriations from 
1 to 48 during the period 1916-1950, the basic defects in the appropria- 
tion structure as it existed in 1950 vere very similar to those that 
isted in 1946. They were: 

1) Appropriation requests were forumlated along program or 
functional lines. No bureau or office could accurately account for the 
9st of conducting important prograus,. 

2) Fiscal responsibility was diffused, with the resuit that in- 
ternal management was compiicated. Lack of uniform theory of appropria- 


tions structure resulted in the intermingling of ap:ropriations besed on 


"Ibid. F. 5 
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yanizational concepts. 

Correction of the stated weaknesses wus the approach used in 

ormulating a performance budget by the Navy to implenent TITLE IV. 

7 AS a starting point in its perforiuunce budget the Navy aecided to 

se its appropriation structure on the development of rrograms. A pro- 

am was defined as a “complete plan of action to accomplish an objective 

r as an area of primary interest or significance", 

- Programs were subdivided into: (1) uctivities----identifiable seg- 

ents of a mujor program which indicate purpose, objectives or service 

endered by the program and (2) sub-activities----the elements co.tributing 

to the development of the activity. 

The next step after this decision to break progrums into «etivities 
a sub-activities was to set uown a set of principles that would be used 

2s a basis for deteruining major programs. It ap ears that tne intention 

o define programs would be to indicate in the appropriation bill, which 

ust be passed by the Congress, the exact nature of the Navy's business 

ttivities. 

The following principles were formulated as a basis for deteruining 

jor programs; 

(1) The primary objective of the performence oudget structure 
Should be to provide top management with information for purposes of 
consideration and control on the basis of broad programs, representing 
either plans of action to accoliplish an objective or areas of primary 
interest or significance. 

(2) The cost of a program should be ‘ncluded in a single appro- 
priation when feasible. 


(3) The budget should be formulated on the basis of two types of 
programs: capital programs such as Construction of Ships , and 


a of Navy, Concept of the Navy's 1951 rerforwance Budget, 
lavy Publications Nav Exos, F. 683 (office of budget and Reports, Fed. 195\) 
6. 
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operating programs such as Ships enu facilitivs , those representing 
areas of primary interest such as military personnel, and those of a 
service wide nature such as certain supply, communication, and admine 
istrative operations. 

(4) In assigning budgeting responsibility by procrams, fuuds 
a be allocated, to the maximum extent possible, to basic prograus,. 
tunds should be included in service wide progrums only when it is not 
considered feasible to allocate such funds directly to the basic pro- 
graus receiving of the service involved. 

(5) The programs selected should lena tnewselves to cowparison 
With similar progrius of the air Force and ariy. 

(6) Fiscal management uust parallel wanugement responsibility. 

(7) Fiscal responsibilities should be assigned with the view of 
accomplishing, whenever possible, the following objectives: 

(a) Siuplifying internal management by having vureaus and offices 

coutrol the fiscal offices of only those shore installations over 

Which they have primary management control. 

(b) Facilitating fiscal control by causing all expenditures for 

a@ shore installation to be made under allotments from a single 

bureau or office, 

(ce) Bringing about effective vudget presentation for installa- 
e tions of the shore establishnent by presenting the co.iplete cost 
of operating such activities. 

The determination of major programs proved to be the most difficult 
problem that confronted the Navy in developing the Ferformuance Budget. if 


For Fiscal year 195 the Navy has developed these principles to 













the extent that they now present to the Congress as the Navy's plan of 
ian. 22 broad roaonie which if properly administered will perwit the 
Navy to carry out its assigned mission in the Military Establishuent. 
Appropriation Structure, F. Y. 1954. «As a basis of comparison with 
and analysis of the principies just listea, the writer deems it necessary 
to present Navy appropriations for Fiscal year 1954. It should be readily 
seen that these appropriation titles bring into focus the ureas of most 
importance such as i:ilitary personvel. Capital provrais such us Construc- 
ti0n Of Ships and also operating prograns such as ..arine Corps Troop and 


Pacilities are also high-lighted in the ap ,ropriations for Fiscal ye_r 1lj54. 





(Kelchner, op. cit., Pp. 143-1 
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ils 
in order to give the reader an idea of the Navy concept, the writer 
as listed here these 22 broad programs and included a orief description 
of the scope of each. 


Ll. Militery Personnel, Navy 


For pay, aliowance, subsistence, interest on deposits, gratuities, 
clothing, permanent change of station travel (iucluding expenses of 
temporery duty between permanent duty stations), training duty travel 
of midshipmen paid hereunder, and transportation of depende:ts, house- 
hold effects, and privately owned automobiles, as authorized by law, 
for regular and reserve personnel on active duty (except those on active 
duty while undergoing reserve training), midsnipuen at the Naval acaueny 
and aviation cadets. 


2. Military Personnel, Naval Reserve 


For pay, allowances, clothing, subsistence, gratuities and travel, 
as authorized py law, for p-rsonnel of the Naval Reserve on active 
duty while undergoing reserve training, or while performing drills 
or equivalent duty, regular and contract enrollies in the Naval Reserve 
Officers' Training Corps; and retainer pay authorized by tne act of 
August 13, 1946 (34 USC 1020h). 


3.4 Navy Personnel, General Expens?s 


For expenses necessary for general training, education anu admin- 
istration of regular and reserve personnel, including tuition, cash 
book allowances of not to exceed $50.00 for each Naval aviation college 
program student, and othr costs incurred at civilian schools, general 
training aids and devices, procurement of military personnel, and 
authorized annuity premiums and retirement benefits for civilian siem- 
bers of teaching staffs; maintenance and operation of Navy training 
and personnel facilities, inciuding the Naval academy, Naval Prost 
Graduate School, Naval War College, Naval Home, Navy training schools 
anu facilities, disciplinary barracks, and retraining commands; rent; 
hire of motor vehicles; not to exceed $30.00 per person for civilian 
clothing, including an overcoat when necessary, for enlisted personnel 
dischargei otherwise than nonorable; welfare and recreation; medals 
and other awards; research and development; and departneutal salsuries,. 


lis Military Personiel, sarine Corps 


For pay, allowances, subsistence, interest on deposits, cratuities, 
clothing, permanent chunge of station trevel (including expeuses of 
temporery duty between permanent duty stations), and transportation 
of dependents, household effects, and privately owned autouobiles, as 
authorized by law for regular unu reserve personnel on active duty 
(except those on active duty while undergoing reserve training). 
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5. Militury Personnel, Marine Corps Reserve 
For pay, allowances, clothing, subsistence, gratuities and travel, 


as authorized by law, for personnel of the marine Corps Reserve and 
toe Marine Corps platoon leaders class on active duty while undergoing 
reserve training, or while performing drills or ejuivalent duty. 


6. rine Corps Troops and Facilities 

For necessary expenses of troops and facilities of the i«arine Corps 
not otherwise provided for, including maintenance and operation of 
equipment end facilities, and procurement of military personnel, 
training and education of regular and reserve personnel, including 
tuition and otner costs incurred at civilian schools; welfsre and re- 
creation; not to exceed $30.00 per person for civilian clothing, in- 
cluding an overcoat when necessary, for enlisted personnel discharged 
other than honorably; research and development, procurement and :anu- 
facture of ordnance, ammunition, and other military supplies, equipinent 
and clothing; purchase, for replacement oniy, and hire of passenger 
motor vehicles; transportation of things; industrial mobilization; rent; 
medals, awards, emblems and other insignia; care of the uead; and de- 
partmental salaries. 


{. Aircraft and Facilities, Navy 
For expenses necessary for maintenance, operation, anu wodification 


of aircraft; maintenance, operation anu lease of air stations, ana 
facilities, testing laboratories, fleet and otner aviation activities, 
procurement of services, supplies, special clothii.g, tools, materials, 
and equipment, including rescue boats; rese..rch and developuent; in- 
dustrial mobilization; aerological services, supplies, and e juipment 
for the Navy and Marine Corps; and departiwental saluries. 


3. Aircraft and Related Procurement, Navy 

For construction, procurement, and modernization of aircraft and 
ejuipment, including ordnance, spare parts, and accessories thereof; 
expansion of public. . .private plants including the land necessary 
therefor. . .and such land, and interests therein, may be acquired and 
construction prosecuted thereon prior to approval of title by the 
Attorney General. . .procurement and installation of equipment in pub- 
lic or private plauts; and depart.nental salaries necessary for the 
purposes of this appropriation, to remain available until expended. 


J. Ships and Facilities, Navy 


For expenses necessary for design, maintenance, operation and al- 
teration of vessels; maintenance and operation of facilities; procure- 
Gent of plant equipment, appliances, and machine tools, and installa- 
tion thereof in public or vrivate plants; procurement of equipment, 
Supplies, special clothing and services, including subsistence and 
otner expenses of civilian crews of vessels; installation, maintenace 
and reimoval of ships' ordnance; lease of facilities and docks, charter 
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isp. 


ava hire of vessels; relief of vessels in distress; ssritiue salvage 
services; research and developuent; industrial mobilization; and de- 
partsental salaries. 


10. Construction of Ships, Navy 


. For an additional amount for "Construction of Ships", to remain 
availaole until expended. ... 


11. Construction of Ships (Li,uiaation of Contracts Authorization), Navy 


For liquication of ovligations incurred pursuant to authority here- 
tofore granted under this nead. . .to remain available until expended. 


12. Shipbuilding and Conversion, Navy 
- For exyenses necessery for tne construction, acquistion, or coiver- 


Sion of vessels as authorized by law, including arinor and ariusuent 
tuertof, plant equipment, appliances, and machine tools, anu instalia- 
tion thereof in public or private plants; anu departmeit.] saluries 
necessary Tor ths purposes of this appropriation. . .to reidain avail- 
able util expenaed; Provided, th:t the unexpended balunce of the 
appropriation “Ordnance for shipbuildiig and conversion" is hereby 

merged with this appropriation: Provided further, that the total of 
Obligations incurred under the heaus "Shipbuilaing ana couversion" 

and "Ordnance for shipbuiluing and conversion", . .shall not exceed. ... 


uF Ordnauce and Facilities 





For expenses necessacy for the prouuction and procurement of T.avy 
Ordnance and ammunition (except ordnaice for new sircreft, new ships, 
and ships authorized for conversion); alteration, preservation, and 
hendling of ordnance and ammunition; maintenance of orunance (except 
instdilation, maintenance, and removal of Ships' orunance, and line 
Maintenance of oranauce instailed in aircraft); tueintevance and opere- 
tion of ordnance ficilities; procurenent of equipuert, supplies, special 
clothing aud services; ,rocurement of plant eyuipvent ay Llianess, and 
machine tools, and instailation thereof in navel or vrivate plants, 
lease of facilities; research and development; industrial inobilizat on, 
ana depart.ertal salaries. 





Orunance for New Construction (Ligjuidation of Cortrect Authorization 
For lijuidation of obdligetions incurred pursuant to authority here- 
tofore granted under this head. ... 





15. Medical Care, Na 

For expenses necessary for maintenance and operation of naval hospie- 
tals, medical centers, clinics, schools, research facilities, and other 
Waval activities; procurement of aibulances, nedical and dental sujppiies, 
equipment and services; rent; instruction of medical personnel in naval 
hospitals, naval schools, and civiliun senools; reseerch and uevelo;went; 
industrial mobilization; care of the dead; and aepartue:tal saluries. 
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-lie- 
Jalon Civil Bnginecring, Navy 


For expenses necessary for nwinteuance and operation of district 
public works offices, pubdlic works centers, construction bettalion 
centers, defense housing projects, otner civil engineering facilities, 
and shore activities not otherwise ,rovided for; >rocuresent of ser- 
vices, sup, lies, and equipwent for the foregoing activities; purchase 
ana hire of passenger motor vehicles; research and develoyneit; engineer- 
ing services; industrial mobilization; anu departuental salaries. 


Construction, Navy Civilian Co:itonents 
For construction, ucyuisition, expansion, rehabilitation and con- 
version of facilities for tne training and ads inistration of tne re- 
serve components of the Navy and siarine Corps. . .and luud and inter- 
ests therein iwmay be acjuired id construction prosecuted thereon prior 
to the approval of title by the Attorney Generel. . .to remuin availe 
able until expended. 
13. Faciliti-s, Navy 
For expense necessary for ac.uisition, construction, and iustaila- 
ti-n of production facilities ana eyuipmert, and test facilities ana 
equipueut (other than those for research and developuent), including 
the land necessary therefor. . .and sucn land, anu interests therein, 
may be acquired and construction prosecuted thereon prior to the approval 
of title oy the Attorney General. . .such amounts as uiay be deteruined 
by tne Secretary of the Navy, and approved by the Secretary of Jefense 
and tne Bureau of the Budget, and said amounts shzll be derived by 
transfer from any appro:riations available to the Vepart.nent of the 
Navy, during the fiseel year 195) for procurement of equipuent for 
installation or use in private plants... . 





19. Research, liav 

For conauct and encouragenient of reseerch snd development, not 
otherwise ;rovided for; dissemination of scientific information; ad- 
Ministration of patents, trade-marks, and copyrights; imeaintenauce und 
Operation of research and developxent f-cilities; developueut, in- 
Sstailation, and inaintenunce of special devices (including specialized 
housing therefor); procurement of supyiies, services, and ejuipment; 
departmental salaries; andotner expenses necessary in currying out 
the act of August 1, 1946 (5 U.S.C. 475), to remain available until 
expended, 


20. service-wide Supply and Finance, Navy 


Por expenses necessary for uwseintenance and operation of service- 
wide supply and finance activities, including supply depots and centers, 
macket and purchasing offices, sup: ly veuwand coutrol points, fleet 
fueling facilities, oversears air cargo teriinels, regional accou..ting 
and disbursing offices, the .zuterial catelog office, the cost inspection 
service and other service-wide supply and finance facilities, as dc- 
Signated by the Secretary; procurewent of supplies, services, special 
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Sse 
clothing, and eyguipiment; rent; intra-Navy trans,ortation of things 
and transportetion of household effects of civilian employees; 
research and development; industrial wobilizatiol:; losses in ex- 
change and in the accounts of disoursiig officers, as authorized by 
law; and departuwental salaries. 


21. _ Service-wide Operations, Navy 


For expenses necessary for .jzaintenance and operation of the Naval 
Observatory, tne Hydrographic Office, Service-wide Coimunications, 
Naval Records Centers, Naval District Headyuarters (except training 
offices), River Co.mands, and other service-wide operations and funce- 
tions not otherwise provided for; procurement of supplies, services 
and equipment for activities financed hereunder; Latin-Anerican coopera- 
tion. . .for emergencies and extraordinary expenses. . .to be expended 
on the approval und authority of the Secretury, and his determination 
shall be final and conclusive upon the accounting Officers of the 
Government; and departmental salaries. 


e Naval Fetroleum Reserves 

For expenses necessary for exploration, | rospecting, conservation, 
development, use, and operation of the naval petroleum reserves, as 
authorized by law. . .to remain available until June 30, 1955: Pro- 
vided, that the unexpended balances of appropriations heretofore ueue 
available under the heads "operation and conservation of naval petrolewu 
reserves" and "Naval petroleun reserve Nuubered i, Alaska" shall be 
imerced with this appropriation. 





othe Budget of the United States Governuent vor tne Fise.l Year 
bing June 30, 1954 (Nusnington, v. 6. 1955) rp. 536-610. 
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CHAPTER III 


FERPORMANCE REPORT iG 


The definition of programs and the developsent of the activities 












and projects within the scope of these programs is only one of the facets 
of a performance budget. After the programs to be presented to Congress, 
in the form of the Navy Department's budget, are formulated, the bureau 
primarily responsible for the execution of this program must necessarily 
supplement this program with justified data which will support the bureau's 
estimate or request for funds to operate within this program for the next 
Fiscal year. In order to gather accurate data which can be used in justi- 
fying a program, some system must be maintained by the bureaus and depart- 
ments. This system for purposes of this puper will be called “rerrormance 
meporting*. 

In order to give a broad concept of this phase of Performance 
Budgeting, this chapter is written to parallel the previous chapter in that 
here is presented definitions, and princip.es offered by both civil and 
governinental agencies. 

Definitions. 

The new perforisance budget ofrers great potential adventages, but 
these cannot be realized until certain changes are made in the reporting 
and accounting systems which provide the data that go into the vudget. 

If a bureau is going to base its odudget on its activities it has 
to get financial and operational reports, on each activity so that it 


can show for each of them workload and accomplishments on the one hand, 


site 





ml es 


and costs and related financial data on the other. Fkerforuance re- 
porting systems therefore are based on the activities used in the 


budget. 





& system of regular periodic reports that will coupare actual accon- 
plishment with the budget plan. Such reports are invaluable to the 
cnief administrator for initiating corrective action when accomplishment 
falls short of exvectation. These reports also furnish data useful for 
forecasting future budgeting requirements. 


tir, A. E. Buck stated as regards Performance Reporting that such a 




















System should "enlignten tnose who read in support of the budget. ... 
Should indicate a Gefinite relationship between wnat is appropriated and 
what is spent for a given period. . . .Should show adiinistration plans 

and programs in terms of accomplishment or results". 3 

Purpose of Performance Reporting. Bartizal has given an essential 
purpose for the establishstent of « system of reporting when he stated that 
Wactual operating results should be compared with budget estimates at fre- 
quent intervals so thet differences may be deteriiined and analyzed in time 
for corrective »easures to ve effective." 4 

The reporting syste. should reflect a savings to the Depart.uent or 
bureau instigating the system. In other words, a report of any nature in- 
volves costs. Tnese costs sust be more than offset as reflected by savings 
derived from the information shown on the report. In order to have a re- 
port reflect savings, the report must be used by management as an instru- 
Ment thorough which managerial control may be connected directly with fiscal 


control. By use of periodic reports from subordinate units responsible 


leerformance Peportime Go. cit... F. 4 


i a 


hn ap,;roach to the Technique of Perforuelce Budveting, Res-arch 
Bulletin No. 10 Org. and Adi. Series, June 1952, Contra Costa County, 
Mealitornia, P. 5 


3Per for.iance Budgeting for the Federal Gov't. a.E. Buck - Tux Review 
July 1949 Vol. X #7. 


AJ. R. Burtizal, "Budget - rrinciples and rrocedure", r. 5 
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Managers should, through correct analysis and interpretetion, be able to 
make any adjustwents necessary to correct any deficiencies that wight 
cause the progran or project to be out of line with the projected budget. 
aS Stated in a paiuphlet issued by the City of Los Angeles, Califor- 
Mia tne purpose of performance budget reporting procedure should be: 

To provide supervisors and managerial personnel with timely data 
to aid in making any necessary adjustments in personnel assignments 
woich might arise due to fluctuation in work loads. 

To provide information for reviewing the execution of depart- 
uental work programs, for appraising operating and inanageuent prac- 
tices, and for analyzing the status of appropriations, personnel 
authorization and assignments in relation to volume of work. 

To provide reliabie and factual work measurement data for use 
in improving statistical presentations in future work programs sub- 
mitted in support of departmental budget estimates. 

To provide an adequate basis for ascertaining the before and 
after effects of procedural, organizational and other related changes 
and for promoting the maximum effectiveness in personnel utilization. 

When the Navy department was faced with the need of reporting on a 
performance basis through the introduction of TITLE IV of the National 
Security Act of 1947 as amended, there were basic problems thet had to 
be overcoise or remedied in order to develop an adequate and integrated 
System of reporting. An approach to these problems was set down by the 
Treasury Department. The Department said that "your bureau will proceed 
With 4 major steps: First - Development of overall activity classification 
and breakdowns wanted for imanagement, budgeting, accounting and reporting 
purposes; Second ~ Selection of ineaningful work units for each activity; 
Third - Revision of Fiscal and accounting processes to better reflect 


activity costs; Fourth - Realignment of reporting system so that it will 


provise performance data on an activity basis." 6 





Der formance Budget Reporting Procedure of the City of Los Angeles, 
City Administrative Officer, June 1952, P. 1-2 


ie 
*Perforifance Reporting, op. cit., F. 21 


a Tes 





-19- 
The first thing that a bureau hus to do, then, is to identify its 
major functions, divide these major functions into general activities, 
ana establish further sub-divisions of the activities (Projects) as are 
desired for buugetary or manageuent purposes. This will provide the 
framework on which budgeting, accounting and reporting systems should be 


based. A look at the appropriation structure of tne Navy I believe shows 





exactly what nas been done along this line. For purposes of clarity the 
writer has introduced here an example of this sub-division of programs into 


activities and rrojects. 


= 


fropram: appropriation Title: ilsrine Corps Troops anu Facilities 
activity 1. Forces and Stations 


Projects lA Equipment and Spare Parts for Repair and Overhaul 
1B wairtenance and Operation of Stations 
1G Equipment and Supplies 
1D Care and Preservation of Aiiiunition 
li Maintenance and Preservation of iiobilization Reserve 


Activity 2. Major Procurement 

Projects 2A aAmuunition and Guided Missiles 
2B Weapons and Ordnance Eyuipwrent 
2G Electronic Equipment 


- 2D Vehicles 
2E Railroad, Construction and Heavy iiaterials Handling 
Eguipisent 


» «#ctivity 3. Generul Expenses, Marine Corps Personnel 
frojects 3A Recruitiug Exvenses 

3B Training Sup,ort 

3C «=(Clothing 

3D Wwiscelluneous Individual Support 


Activity 1. Transportation of Things 
Projects 4A Iniend Transportation 
4B Ocean Transportation 


Activity 5. wsarine Corps Reserve 
Projects 5a Ground 


5B aviation 





~eO= 


Activity 6. Research and Development 
Projects 6A Air Defense 
63 Amphibious Operations 
6C Intelligence and Planning Operations 
6D Fersonnel Operations 
6E Suvporting Research 


Activity 7. Industrial Mobilization 
Projects 7a Flanning within Departiuent of Defense 


Activity 8. Cataloging 
Projects 84 Personal Services 
8B Stationery and Office Supplies 
8C Stock Numbering and Cataloging of Electronic Eyuipment 
8D Printing and Reproduction 
SE Travel 


Activity 9. Departuental Administration 
Projects YA Personal Services if 


Methods of Development. Ideally, the framevork of a Reporting Sys- 













tem snould be related to the orcanizational structure in such a manner as 
to facilitate the decentralization of appropriate budgeting, program and 
financial responsibility to every level of management. 

after the activity pattern is established the next problem is to 
uevise some miethod of measuring workload and performance for each activity. 
The key to such measurement is the selection of a work ania which is some 
product or aspect of the activity that can be counted or :neasured to in- 
dicate with reasonable accuracy the amount of work that has been accowplisned. 
Because of tne varying nature of the work performed the work units 
for each activity will differ. This does not pose any proble. as concerns 
the analysis and interpretation of the activities performance because that 
ectivity's progress is .,easured continually in teriis of the sare unit. 

aS a result of national experience in the developuent and aduwinis- 


e821 for the Formulation and Execution of the annual iwurine 
| Corps Budget Nav 1 (1076) April 17, 1953, rp. 33-43 
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tration of performance budgeting and reporting, Coitra Costa County of 







artinez, California offers these reco.umendations to the budget waking 
euthorities of the Federal Governiuent. 


tL. In cooperation with wepurtment heads, wake a complete inven- 
tory of all services endfor activities performed by the governuental 
unit. Include every activity no matter how insigtificant it may seem. 
although individual activities may seem inconsequential, the sum of 
such iteims may account for a sizeable percentage of the total govern- 
ment expenditure. 

2. Thoroughly analyze each service and/or activity inventoried; 
Validate each by comparison with objectives set forth by general law, 
the charter, the administrative code, etc. Those activities which can- 
not vithstand this searching review should be discontinued ismediately 
and the inventory revised accordingly. 

3. select an appropriate unit for measuring the volune of each 
valii service and/or activity. 

i}. Devise a chart of accounts designed to classify expenditures 
in accordance with the services and/or activities resulting tnerefroum. 
To be useful in subseguent budgetsry control, these accounts rust be 
subsidiary to the general accounting system. 

5. where appropriate, compute unit costs for each service and/or 
activity based on volume statistics and total expenditures. 

6. Compute a budget for each activity by extending the antici- 
pated work load by the corresponding unit cost. Unit costs used in 
budgetary estimates should be adjusted for any changes in wage levels, 
service or commodity or price levels and changes is work methous 
anticipateu for the ensuing fiscal period. 

7- Draft aprropriation legislation that meshes with the oudsetary 
accointing plan; thereby providing for simultaneous control of 
appropriations, expenditures and operating costs. 

3. Develop a system of reguler periodic reports that will compare 
actual accoi.plishment with the budget plan. Such reports are invaluable 
to the Chief Administrator for initiating corrective action when ace 
complisnuents fall short of expectations. These reports also furnish 
data useful for forecasting future budgetary requirements. 


The volune of accomplishuents alo..g a projected line should be 
measured effectively through a good system of perforiance reporting. The 


Volume of accoluplishnents of an agency's programs can be wieasured by 





5 , ; 
An Approach to the Tecenni,ue of rerforuance pudzeting, op. cit., 
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to the Control and Analysis branch of ony agency ,referavly wonthiy and 
b least yguartecly. In accordance with Sec. 403 of the National Security 
1947 which seys "That the budget estimates of the Departiuent of Vefeise 
Shall be prepared, presented and justified, annuelly," it is imperative 
that all back up deta in report form be accumulated annuelly. 
The basis of justification of agency progrems «re the records 
Maintsineu showing accomplish..ent and satisfactorily explaining the methods 
and proceuures used in formulating a budget. Assuming thet a program of 
work is planned as @ program to extend over a period of time in excess of 
one year, the agency must realize that in order to obtain any funds at 
@ll the agency wust, through justifications submitted with estimates to 
Congress, convince the purse holders of the need for such a program. 
Congress has to be sold on the undertakings of any agency. The agency or 
departiient must project a definite forecast of what it intends to accom- 
plish through its programs in the fiscal year with the funds that it hopes 
to obtain. 
The following year the agency or department must, if it nopes to 
continue its program, justify to Congress that it has, at leust clocely, 
correctly forecast the voluue of accomplishments for the past year. The 
only metnod of showing this volume of accomplishient is the records and 
Teports maintained of the progrem by the agency or department. Tnere 
exists today 4 deep appreciation auong operating agencies and departments 
that any real justification of appropriations “lies in the verformance 
of planned work rather than in categories, by objects, specified numbers, 


or yuantities". 9 





In. E. Buck op. cit., P. 1 
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CHarTER IV 


FRO «ID CON 


Altnough progress has been made in perfortiance budgeting and 



















reporting since its incepti-n in the Military Establishuent, all is not 
perfect. Many are the individuals who peruse an estimate; varied are 

the opinions as to tne estimates' acceptability. Some of these individuals 
in important piaces in our budget review process have expressed their 
Opinions through some media of communication. an attempt is made to in- 
dicate the pro and con of these expressions. This is accomplished by 
quoting such sources of information as the Congressional Record, books, 
and reports of appropriation committees. 

Very few expressions in fuvor of the ,resent budget ;rocess are 
to be found in writing. Invariably when searching through the Con- 
@ressionzl Record one finds only statements concerning ee bude 
eeting which criticize some facet of the system, 

Mr. Robert L. L. iicCormick, Director of Research, Nember of the 
Citizens Comnittee for the Hoover Report set forth sowe expect.tions for 
tne kerforsiance syste of Budgeting. He wrote: 

The New buiget will break down over 90% of the appropriat “ons 

to show the programs, projects or activities to be carried on and the 
dollars devoted to each. It is hoped that work output will be shown 
under each program. It will be possible to relate one operation to 


another. It will be possible to relate like operations and weed out 
the inefficient. 





tRobert DD. ae MeCommiek op. cit., F. 2 
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Indeed, Mr. McCoriiick 4ppears to have forecast coriectly the 
omplisnuents of the rerformance Budget. By referring to tne oreak- 


down of appropriations in Chapter IT the reader will see that the appro- 













priations are oroxen down to show programs and ao have dollar requests 
attached to each. In Chapter IIT tne further breakdown of a progran into 
activities and projects permits a still better understanding of what is 
being done. 
Through an integrated work iieasurement program currently being 
used by some oureaus in the Navy it is possible to examine the work output 
FO SOue degree. There is no intent here to go into a discussion of the 
work measurement program but suffice it to say that is is the writer's 
Opinion that such a system can and will make it easier for administrators 
to relate accomplishment in terms of work output to the dollars being 
“spent for the progran. 

wr. MeCorinick goes on to say that: 

The Comission on Organization of the Executive Branch cited ad- 
vantages of Perforuance Budgeting as follows: 
1) It "gives more comprenensive and reliable inforiwation to the 
President, the Congress and tne general public". 
2) It “helps the individual congressman to understand what the yovern- 
ment is doing, how much it is doing and what the costs are". 
3) It will “improve Congressional examination of budgetary require- 
ments" and “enable the appropriation com.ittees more easily to aecide 
the basic expenditure issue each year". 
4) It will "make it possible for the budget docutent to be submitted 
and acted upon in a short length of time". 
5), It will “enable administrators to place ressonsibility upon sub- 
ordinate officials for the clear execution of the provisions made by 
tne Congress", 


mr. McCormick anticipated that future budget docunents would offer 


further iiprovement in program reporting and accounting, and that additional 
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‘fort would be put on the nudget. 

I think it appropriate here to ,uote tnose wien who are the con- 

trolling factors, the purse holders, the Congressmen and Senators who 

ire the individuals who must pass judgnent on the programs of the Navy. 
re specifically involved with the Navy programs and appropriations is 

tne Committee on Naval Appropriations. I juote these wen to indicate to 

tae reader their opinion of the Military budget for Fiseal yecr 1953. 

Re; resentative Jones of Missouri says "I am sure I am not alone 

in my inaoility to conuprehend all of these big figures of billions, about 

Obligations and unspent funds". 2 

Coairman Mahon of the House Subcom ittee seys "One of the things 

tht is upsetting to all is the fact of waste. That is one reason we 

cut as much as \.2 billion. A certain amount of waste is inevitable. all 

we are trying to do is reuuce that waste to the very lowest point possible". 4 

ir. Tabor of New York says: 

We have had 6 weeks of hearings in tne subcomiittees and we have 
tried the best we could to find out what the bill was all about. 
Frankly, it nas been exceedingly difficult because the justifications 
thet were brought before us were perfectly ridiculous; in other words, 
they vere not intelligible. They were not in such shape that they 
could be understood or could be explained without the addition of a 
lot of other items. We started in with the Unification act of the so- 
called performance budget. Ferforimance Budgeting meuns consolidating 
the appropriations items into one or two or three or four items. 

ie. Sutton of Tennessee quotes page 15 of the report on Departuent 


Of Defense Appropriation Bill for 1953. “In a nunber of instances wit- 


messes were not sufficiently familitr With the pro.zrams to explain clearly 


Hines. Congress, Congressional Record, Senate, Send. Congress, 
énd. Session, Vol. 93 $53, vr. 3672 


itbia., =. 3674 


“ibid., F. 3675 
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jaat had been done with funas granted in prior years, or wnat would be 
done with the 1953 request." 6 
The Comnittee on appropriations says that in general the justi- 
fications submitted by the Department of Defense ". . .in support of bud- 
5 regussts were, in many respects very unsatisfactory due to failure of 
higher suthority to make the necessery program decisions in time for pro- 
per and Jetailed consideration to be given to supvorting information. 
From the information it was not possible for Congress to ascertain the 
number of people assigned or re uired to perform a Lroject or function." ¢ 
The Committee made the following recommendation in this regard: 
“Higher authority should make aecisions in sufficient tixe to allow the 
“Operating levels to compile information required to support budget requests." J 

Undoubdtedly at this point it is ap,arent that Congress is con- 
cerned directly with the justifications which are submitted in support of 
the budget reyuests. The problem confronting the military planners and 
Makers of the estimates is one of preserting to the Congress a finished 
product which will leave no doubt in the minds of the Comittee wembers 
that the estimate is accurate, dependable and honestly and sincerely 
aerived. The firmer an estimate is, the more likely that it will be 
acceptable to Congress. The subcommittees are less likely to»reject a 
proposal based on statistics than they are one based on a@ rough guess. 

It is not always possible to offer justifications based on 
statistics. The beginning of a new progran or the translation of a pro- 


gram into different unknown terms of cost make this rough guess necessary. 








Glbid., P. 3679 


(explanatory Notes on the Comnittee on Aypropriatious ne Re, 
32nd. Congress, 2nd. Session, April 7, 1952, P. 6 


Sibid., Pp. 6 
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Past perforiaice is often a potent weapon used in selling a program to Con- 
gress. Appropriations Committees are very such impressed with figures and 
facts based on experience. Usually these Comnittees will accept estimates 


that do not differ from the appropriations that they condoned the previous 


Regardless, then of the scope of the progran for which an agency 
is trying to secure funds the prine consideration should be the shaping 
of justification along lines which will satisfy the cowuuittee members! 
curiousity regarding the program urder consideration. One of the greatest 
obstacles to a more complete understanding on the part of the Congress is 
its apjyropriation process. Because the wilit-ry budget is only a portion 
of the money bills that must be passed by the Congress not all of the 
Congress can devote their full time to the thorough analysis of the vast 
amount of data that must come before them. 

Conseyuently, the House of Representatives and the Senate must 
form tnenselves into Committees to investigate the buuget data. The 
Committees on Navy Apyropriat ons, consisting of eieeereiy few of the 
total of 531 Representatives anu Senators, are concerned directiy with 
the Navy's budget. These non-comuittee members vote the outco.ie of the 
Congressional review of the budget on the reco.mmendation of the couuittee 
tiesabers when the appropriation bill is before the Coimidittee of the Whole. 

In other words a few people in Con,ress inust analyze the pre- 
sentation of tne oudget justification and make a decision that effects 
the wilitury Security of the country. These Comittee mewbers are 


members of long service in Congress. The Committee chairman who can 





ply oes 








appoint other members to his Cowuittee, is a mewber of the sajority 

This fact, aloue, should indicate that the woney requests mst 

ye in line with party volicy for defense spending. Each Committee member 
as his pet subject within the appropriation structure. In explaining 
justifying budget requests, finesse must be used in satisfying ali 

wn viewpoints of the Comittee members. 

The satisfectory explanations, both verbal and written, re- 


in support of estimates will determine to great extent the result 





CHaPTER V 


COMNCLUSIONS 


Tne perforuwence systeuw of budgeting, to uate, has given a more 















thorough picture of the spending program of the Navy Department. By 
means of tne revised appropriation structure which denotes .hat will be 
accomplisned tne Navy has given to Congress a better explanation of its 
budget re uests. 
In order to enaole the appropriation Comnittees to coapare 
zctual costs of past operation with an estimate of ruture operations 
the appropriation accounting systems wust be kept current td give a 
better present-tion of data to Congress. 
The problem of the .nilitury in obtainins Congressional approval 
of budget pluns is of primary importance. The end purpose of the syste 
of performance budgeting is to obtain, through justification, the funds 
Recessury to operate projected progrems. The writer is working on the 
theory that the budget estiuates group of all tne Navy's bureaus are 
conscientious people desirous of obtaining the waximum defense possible 
Witn the iwiniwun of dollars. 

This also should be tne ain of the Congress. sut it cennot ove tie 
Case when the Congress hus not the internal setup to :roperly exauine the 


Military budget in its true light. Of course, waste and improper ena 
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illegul expenditure of funds should be eliminated but the Congress snould 
not cut the budget just becsuse they do not understand it. 

from the writer's reading in this field, his opinion about Cone 


Sional cuts to the tuilitary budget can ve summerizeu as follows: 















1. iack of time availaole to the Congress for a full examination of the 
justificetions to the estimates. 

2. wack of understa:ding by the Congress of the tovls used in the pre- 
paration of the budget estimates (work weasurenent). 

Distrust of wilitary facts and figures obtained at hearings. 
Polaticeal of filiation. 

In order to rewedy these snortcomings the internal organization 
of tne Congress should be realigned to permit staff personnel from the 
Congress to work with the Navy Department to obtain & wore co wlete uider- 
Stending of the Navy's operating procecure as regards tne budget. 

Tne aparopriation structure of tne Navy at ;resent uoes reflect 
performance in thet odjectives are stated, costs are stated and eccom- 
plishiients are coupared with the objectives. One ap,ropriation, that of 
Military Personnel, wlone does not rerlect perfor ance because of the 
ampos.ible task of correctly allocating the costs of each individual to 
@ particular program. This is esjecially ay parent wnen one reflects 
thet the basis for the rejuest for funds tust be a forecast of future 
disposition of =li personnel. 

# serious drawback to the attainuent of waxinuu efViciency in 


budgeting witnin the Naval Establisnurnt is the policy of rotation of Key 
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mnel to pillets other than those coicerneu with financial wanegement. 










t is quite apparent that with this rotation policy ‘n effect tne system 
f »ecformance budgeting Must be such thet it Will propels itself during 
CNangeover periods of incoming and outgoing personel. 

In order for such @ system to have the uriving force necessary ty 
mt any serious lag in the flow of information, a corcentrated efrort 
ASt continue to be placed on the reporting system. Reports uust be of 
ch rorm and content that needed information is readily attainable both 
in filling out the re,ort and also in extracting the desired information 


n the reports. 
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